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Overall Conclusion 

The three higher education institutions audited 
had policies for overall endowment 
management that incorporated principles 
consistent with the Uniform Prudent 
Management of Institutional Funds Act (Texas 
Property Code, Chapter 163) and Texas 
Education Code, Chapter 51.  

Two of the three higher education institutions, 
University of Houston and Midwestern State 
University, complied with their endowment 
management and investment policies, including 
selecting investment managers, quarterly 
review of investment performance, and income 
payout policies. Additionally, the University of 
Houston’s investment managers stayed within 
their targeted asset allocations. One of 
Midwestern State University’s investment 
managers exceeded targeted allocations for 
three of five quarters, as reported during fiscal 
year 2020 and the first quarter of 2021.  

The third higher education institution, 
University of North Texas at Dallas, uses the 
University of North Texas Foundation, Inc., to 
manage its investments. The institution 
reviewed quarterly investment performance; 
however, that review did not include 
performance measures, benchmarks, or 
changes in market values. Additionally, the 
institution had limited processes in place to 
verify the information that the foundation 
provided.  

The three higher education institutions had 
documentation of donor agreements or 
equivalent support to record donor intent.  The 
University of Houston and Midwestern State 
University used endowment funds in accordance with donor restrictions.  The 
University of North Texas at Dallas did not monitor available balances for 

Background Information  
on Endowments  

An endowment is a contribution 
accepted with donor stipulations that 
(1) the principal be maintained intact 
in perpetuity for a specified period (or 
until the occurrence of a specified 
event) and (2) the income earned by 
investing the principal can be 
expended. Expendable funds are those 
funds that may be expended either for 
a stated purpose or for a general 
purpose as per the endowment gift 
terms.  

 Permanent endowments. Also 
referred to as “true” or “pure” 
endowments, gifts for which donors 
have stipulated, as a condition of 
the gift, that the principal must 
never be spent. Only the income 
generated from the investment of 
these funds may be used as directed 
by the terms of the gift.  

 Term endowments. Funds for 
which the donor has stipulated that 
the principal may be expended after 
a stated period or on the 
occurrence of a certain event.  

 Quasi-endowments. Designated 
funds established by an institution’s 
governing board to function as 
endowment funds but which may be 
totally expended at any time at the 
discretion of the board.  The board 
will specify the use of the assets 
and spendable income, and set 
other terms and conditions relating 
to the fund.  

Sources: The State Auditor’s Office 
Report No. 06-059 and endowment 
policies for University of Houston 
System, Midwestern State University, 
and University of North Texas at 

Dallas. 
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Audit Objective and Scope 

The objective of this audit was to determine whether selected higher education 
institutions have processes and related controls to help ensure that endowment 
funds are managed and utilized in compliance with applicable requirements, 
including donor restrictions.  

The scope of this audit focused on all endowments established at the institutions 
and expenditures for fiscal year 2020 through January 2021. The scope also 
included a review of significant internal control components related to 
determining whether the higher education institutions have processes and related 
controls in place to help ensure that endowment funds are managed and utilized in 
compliance with applicable requirements, including donor restrictions. 
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